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T&SC Modifications Committee

Final Recommendation Report (FRR)
Mod_20_10:
Setting a De Minimus Level on Letter of Credit Drawdown
Version 1.0
16 June 2010
1. Background
This Modification was received by the Secretariat on 11 May 2010 and version 2 of the proposal presented at Meeting 28 of the Modifications Committee on 25 May 2010.
2. Purpose of Proposed Modification
2a. Justification for Modification
The introduction of Resettlement has resulted in additional financial transactions within SEM. 

Firstly, it has resulted in the issue of quite often numerous Invoices which are very small in financial magnitude. Secondly, Resettlement has significantly added to the volume of Invoices issued to Participants on a weekly and monthly basis. Finally, Resettlement has impacted upon Generator Units which typically would be due to receive monies from SEM, but are now, due to resettled Invoices, often required to make payments to SEM.

All these facts have increased both the risk and occurrence of Participants defaulting on payments due for Resettlement Invoices. Where a Participant has sufficient cash collateral, SEMO will draw down on this cash collateral following non-payment, regardless of the financial size of default. However the situation poses a particular difficulty where a Participant has only provided collateral in the form of a Letter of Credit and in instances where the amount outstanding is so small, (in some cases as little as €1), that from a practical point of view the consequences of drawing down on a Letter of Credit far outweigh the risk of Default on such a small amount of money.

This Modification aims to formalise a more practical approach to the matter, which does not pose additional risk for the SEM. 

This process is reserved for circumstances in which SEM Financial Control is satisfied that there is a clear commitment from the Participant in question to pay the outstanding amount within the timeframe specified. 

2b. Impact of not implementing a solution
In following the existing process, situations may arise where Letters of Credit would be drawn down for financially insignificant amounts. 

3. Impact on Code Objectives
The Modification aims to further Code Objective 1.3.2:
"to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner;"

4. Development Process
The proposal was drafted by the SEMO Member. An updated version 2 of the proposal was presented at Meeting 28 where it was voted on by the Committee.

5. Assessment of Alternatives
No alternatives assessed.

6. Working Group and/or Consultation

Working Group/Consultation not considered necessary.
7. Impact on other Codes/Documents

No impact on other codes or documents identified.

8. Impact on Systems and Resources
No impact on systems or resources identified.
9. Modifications Committee views
Agreement among Participants that LOC Drawdown should not be used in circumstances where the amount in question is considered immaterial. The Committee were in favour of the proposal and agreed to vote on the proposal (Mod_20_10_V2) at the Meeting.
Recommendation

This Modification was ‘Recommended for Approval’ by the Modifications Committee by Unanimous vote as follows:
Grainne O’Shea – Generator Member

Ian Luney – Generator Member

Kevin Hannifan – Generator Member

Michael Walsh – Generator Member
Iain Wright – Supplier Member

Jill Murray – Supplier Alternate

Stephen Walsh - Supplier Member

William Steele – Supplier Member

10. Proposed Legal Drafting

No alternative drafting proposed.

Legal Review
Complete.
11. Implementation Timescale, Costs and Resources

It is recommended that this Modification (Mod_20_10_V2) be made effective on a Settlement Day basis.
Appendix 1 – Original Proposal – Mod_20_10
	MODIFICATION PROPOSAL FORM


	Proposal Submitted by:
	Date Proposal received by Secretariat:
	Type of Proposal

(please delete as appropriate)

	Number:

	SEMO
	11 May 2010
	Standard
	Mod_20_10

	Contact Details for Modification Proposal Originator


	Name:

Niamh Delaney


	Telephone number:

+353 1 2370321
	e-mail address:

niamh.delaney@sem-o.com

	Modification Proposal Title: Setting a De Minimis Level on Letter of Credit Drawdown


	Trading and Settlement Code and/or Agreed Procedure change? 

	Section 6 of the Code

Agreed Procedure 15

	Section(s) affected by Modification Proposal:


	T&SC Paragraph 6.233.1

AP 15 3.3

	Version Number of the Code/Agreed Procedure used in Modification drafting:   


	T&SC V6.1

AP 15 V6.0 

	Modification Proposal Description
(Clearly show proposed code change using tracked changes & include any necessary explanatory information) 

	Trading & Settlement Code:

Calling in Credit Cover

6.233     Where the Market Operator exercises its right to make a Credit Call on a Participant’s

              Posted Credit Cover in accordance with the Code, the Market Operator:

1. shall be entitled to draw down on the Letter of Credit or the SEM Collateral Reserve Account (where applicable) in whatever order, proportion or combination it decides, subject to the De Minimis Level for Letter of Credit Draw Down provisions in Paragraph 3.3 of Agreed Procedure 15; 

2. shall, as soon as reasonably practicable and notwithstanding any other provisions of the Code relating to Notices, notify the Participant in writing, using a rapid means of communication such as email or fax, that it has made the Credit Call on the Participant’s Credit Cover Provider or Credit Cover Providers as applicable; and

3. shall as soon as reasonably practicable after making such a Credit Call and issuing the notice under paragraph 6.233.2, notify the Participant of the amount of Shortfall, the sums called from the Participant’s SEM Collateral Reserve Account (if any) and Letters of Credit (if any) and the Settlement Period(s) concerned. 

AGREED PROCEDURE 15
3.3 Payment Default

Financial Default

In the event that a Participant fails to fully pay an Invoice by the due date, the MO will draw down on the Posted Credit Cover of the Participant to cover the Shortfall. See Agreed Procedure 9 “Management of Credit Cover and Credit Default” for further details. The Shortfall is the amount that a Participant has failed to pay by the Invoice Due Date. The proceeds of the drawn down Credit Cover will be used to complete the outstanding payments.  

The MO will apply interest to any amounts overdue from the time the payment is due.  
De Minimis Level for Letter of Credit Draw Down
Where 

(a) a Participant has not paid an Invoice or Invoices on time in accordance with the Code and
(b) that Participant's Required Credit Cover is satisfied only in the form of a Letter of Credit and not cash collateral, or there is insufficient cash collateral and the amount remaining is then left covered by a Letter of Credit, and 

(c) the amount outstanding (or amount not covered by the cash collateral) is less than or equal to €1,000 (one thousand euros), and 

(d) there are funds due to the Market Operator in respect of the Balancing Cost sufficient to cover such amount 

then,

· the amount will be temporarily funded by the sums due to the Market Operator in respect of the Balancing Cost, and 

· the Letter of Credit will not be drawn down.

Provided That:

· The amount will remain outstanding as a Default against the Participant until paid by the Participant.

· The Participant will receive a Default Notice in respect of this Default despite the fact that the Letter of Credit may not have been drawn down.
· In the event the unpaid amount is not paid in full within 2 Working Days of the original due date of the Invoice (or first due Invoice in the case of multiple Invoices), then the Letter of Credit will be drawn down for the outstanding amount;

· If insufficient funds are due to the Market Operator in the Balancing Cost this provision shall not apply and the Letter of Credit will be drawn down as otherwise provided for in the Code.
APPENDIX 1:  Definitions and Abbreviations

Definitions
Agreed Procedure

As defined in the Code

Balancing Cost 
As defined in the Code
Billing Period

As defined in the Code

Credit Cover

As defined in the Code

Credit Cover Increase Notice
As defined in the Code
Credited Participant

As defined in the Code

Currency

As defined in the Code

Defaulting Participant

As defined in the Code

Default Interest

As defined in the Code

Default Notice
As defined in the Code
Dispatch Quantity

As defined in the Code

Isolated Market System

As defined in the Code

Letter of Credit
As defined in the Code
Make Whole Payment

As defined in the Code



	Modification Proposal Justification
(Clearly state the reason for the Modification & how it furthers the Code Objectives) 

	The introduction of Resettlement has resulted in additional financial transactions within SEM. 
Firstly, it has resulted in the issue of quite often numerous Invoices which are very small in financial magnitude. Secondly, Resettlement has significantly added to the volume of Invoices issued to Participants on a weekly and monthly basis. Finally, Resettlement has impacted upon Generator Units which typically would be due to receive monies from SEM, but are now, due to resettled Invoices, often required to make payments to SEM.
All these facts have increased both the risk and occurrence of Participants defaulting on payments due for Resettlement Invoices. Where a Participant has sufficient cash collateral, SEMO will draw down on this cash collateral following non-payment, regardless of the financial size of default. However the situation poses a particular difficulty where a Participant has only provided collateral in the form of a Letter of Credit and in instances where the amount outstanding is so small, (in some cases as little as €1), that from a practical point of view the consequences of drawing down on a Letter of Credit far outweigh the risk of Default on such a small amount of money.

This modification aims to formalise a more practical approach to the matter, which does not pose additional risk for the SEM. 

This process is reserved for circumstances in which SEM Financial Control is satisfied that there is a clear commitment from the Participant in question to pay the outstanding amount within the timeframe specified. 
The modification aims to further Code Objective 1.3.2

"to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner;"



	Implication of not implementing the Modification

(Clearly state the possible outcomes should the Modification not be made , or how the Code Objectives would not be met)

	In following the existing process, situations may arise where Letters of Credit would be drawn down for financially insignificant amounts. 


	Please return this form to Secretariat by e-mail to modifications@sem-o.com


Appendix 2 – Alternative/Combined Proposals - Mod_20_10_Version 2

	MODIFICATION PROPOSAL FORM


	Proposal Submitted by:
	Date Proposal received by Secretariat:
	Type of Proposal

(please delete as appropriate)

	Number:

	SEMO
	11 May 2010
	Standard
	Mod_20_10v2

	Contact Details for Modification Proposal Originator


	Name:

Niamh Delaney


	Telephone number:

+353 1 2370321
	e-mail address:

niamh.delaney@sem-o.com

	Modification Proposal Title: Setting a De Minimis Level on Letter of Credit Drawdown


	Trading and Settlement Code and/or Agreed Procedure change? 

	Section 6 of the Code

Agreed Procedure 15

	Section(s) affected by Modification Proposal:


	T&SC Paragraph 6.51, 6.53, 6.55, 6.233.1

AP 15 3.3

	Version Number of the Code/Agreed Procedure used in Modification drafting:   


	T&SC V6.1

AP 15 V6.0 

	Modification Proposal Description
(Clearly show proposed code change using tracked changes & include any necessary explanatory information) 

	Trading & Settlement Code:
6.51 If any Invoiced Participant fails to pay an Invoice in full in accordance with paragraph 6.50.4, then the Participant has a Shortfall and the Market Operator shall forthwith make a Credit Call on the Participant’s Posted Credit Cover for payment of the Shortfall, subject to the De Minimis Level for Letter of Credit Draw Down provisions in Paragraph 3.3 of Agreed Procedure 15,. The Market Operator shall identify the Settlement Period to which the Shortfall relates in making any Credit Call. Default Interest shall accrue on any Shortfall and Unsecured Bad Debt in accordance with the Code.

6.53 If any Participant fails to pay its Variable Market Operator Charge in accordance with the Code, the Market Operator shall be entitled, subject to the De Minimis Level for Letter of Credit Draw Down provisions in Paragraph 3.3 of Agreed Procedure 15, to make a Credit Call against the Posted Credit Cover of that Participant for payment of the amount of the overdue Variable Market Operator Charge. The Market Operator shall ensure that any amounts recovered relating to the Variable Market Operator Charge and any Interest thereon are not paid into or commingled or combined in any way with the SEM Trading Clearing Accounts or the SEM Capacity Clearing Accounts and shall deposit the funds recovered as a result of such a Credit Call in the relevant Market Operator Charge Account. Any unpaid Market Operator Charge shall not and shall never be treated as a Shortfall or an Unsecured Bad Debt under the Code. The Market Operator shall only be entitled to make a Credit Call in relation to overdue Variable Market Operator Charge where there is no Shortfall or Unsecured Bad Debt in respect of that Participant at that time or, if there is such Shortfall or Unsecured Bad Debt, only after the relevant Participant’s Posted Credit Cover has been applied to meet the Shortfall or Unsecured Bad Debt in full.
6.55 If the Shortfall is not paid in full by 12:00 on the next Working Day after the Invoice Due Date, then, subject to the De Minimis Level for Letter of Credit Draw Down provisions in Paragraph 3.3 of Agreed Procedure 15:

4. the amount of the Shortfall shall become an Unsecured Bad Debt for the purposes of this Code;

5. the Market Operator shall, where practicable, withhold, deduct or set off payment of any amount due pursuant to the Code to the Defaulting Participant until the amount of the Unsecured Bad Debt and any applicable Default Interest has been recovered in full; and

6. paragraphs 6.56 to 6.62 shall apply as appropriate.

Calling in Credit Cover

6.233     Where the Market Operator exercises its right to make a Credit Call on a Participant’s

              Posted Credit Cover in accordance with the Code, the Market Operator:

7. shall be entitled to draw down on the Letter of Credit or the SEM Collateral Reserve Account (where applicable) in whatever order, proportion or combination it decides, subject to the De Minimis Level for Letter of Credit Draw Down provisions in Paragraph 3.3 of Agreed Procedure 15; 

8. shall, as soon as reasonably practicable and notwithstanding any other provisions of the Code relating to Notices, notify the Participant in writing, using a rapid means of communication such as email or fax, that it has made the Credit Call on the Participant’s Credit Cover Provider or Credit Cover Providers as applicable; and

9. shall as soon as reasonably practicable after making such a Credit Call and issuing the notice under paragraph 6.233.2, notify the Participant of the amount of Shortfall, the sums called from the Participant’s SEM Collateral Reserve Account (if any) and Letters of Credit (if any) and the Settlement Period(s) concerned. 

AGREED PROCEDURE 15
3.3 Payment Default

Financial Default

In the event that a Participant fails to fully pay an Invoice by the due date, the MO will draw down on the Posted Credit Cover of the Participant to cover the Shortfall. See Agreed Procedure 9 “Management of Credit Cover and Credit Default” for further details. The Shortfall is the amount that a Participant has failed to pay by the Invoice Due Date. The proceeds of the drawn down Credit Cover will be used to complete the outstanding payments.  

The MO will apply interest to any amounts overdue from the time the payment is due.  
De Minimis Level for Letter of Credit Draw Down
Where 

(a) a Participant has not paid an Invoice or Invoices on time in accordance with the Code and
(b) that Participant's Required Credit Cover is satisfied only in the form of a Letter of Credit and not cash collateral, or there is insufficient cash collateral and the amount remaining is then left covered by a Letter of Credit, and 

(c) the amount outstanding (or amount not covered by the cash collateral) is less than or equal to €1,000 (one thousand euros) or sterling equivalent, and 

(d) there are funds due to the Market Operator in respect of the Balancing Cost sufficient to cover such amount 

then,

· the amount will be temporarily funded by the sums due to the Market Operator in respect of the Balancing Cost, and 

· the Letter of Credit will not be drawn down.

Provided That:

· The amount will remain outstanding as a Default against the Participant until paid by the Participant.

· The Participant will receive a Default Notice in respect of this Default despite the fact that the Letter of Credit may not have been drawn down.
· In the event the unpaid amount is not paid in full within 2 Working Days of the original due date of the Invoice (or first due Invoice in the case of multiple Invoices), then the Letter of Credit will be drawn down for the outstanding amount;

· If insufficient funds are due to the Market Operator in the Balancing Cost this provision shall not apply and the Letter of Credit will be drawn down as otherwise provided for in the Code.
APPENDIX 1:  Definitions and Abbreviations

Definitions
Agreed Procedure

As defined in the Code

Balancing Cost 
As defined in the Code
Billing Period

As defined in the Code

Credit Cover

As defined in the Code

Credit Cover Increase Notice
As defined in the Code
Credited Participant

As defined in the Code

Currency

As defined in the Code

Defaulting Participant

As defined in the Code

Default Interest

As defined in the Code

Default Notice
As defined in the Code
Dispatch Quantity

As defined in the Code

Isolated Market System

As defined in the Code

Letter of Credit
As defined in the Code
Make Whole Payment

As defined in the Code



	Modification Proposal Justification
(Clearly state the reason for the Modification & how it furthers the Code Objectives) 

	The introduction of Resettlement has resulted in additional financial transactions within SEM. 
Firstly, it has resulted in the issue of quite often numerous Invoices which are very small in financial magnitude. Secondly, Resettlement has significantly added to the volume of Invoices issued to Participants on a weekly and monthly basis. Finally, Resettlement has impacted upon Generator Units which typically would be due to receive monies from SEM, but are now, due to resettled Invoices, often required to make payments to SEM.
All these facts have increased both the risk and occurrence of Participants defaulting on payments due for Resettlement Invoices. Where a Participant has sufficient cash collateral, SEMO will draw down on this cash collateral following non-payment, regardless of the financial size of default. However the situation poses a particular difficulty where a Participant has only provided collateral in the form of a Letter of Credit and in instances where the amount outstanding is so small, (in some cases as little as €1), that from a practical point of view the consequences of drawing down on a Letter of Credit far outweigh the risk of Default on such a small amount of money.

This modification aims to formalise a more practical approach to the matter, which does not pose additional risk for the SEM. 

This process is reserved for circumstances in which SEM Financial Control is satisfied that there is a clear commitment from the Participant in question to pay the outstanding amount within the timeframe specified. 
The modification aims to further Code Objective 1.3.2

"to facilitate the efficient, economic and coordinated operation, administration and development of the Single Electricity Market in a financially secure manner;"



	Implication of not implementing the Modification

(Clearly state the possible outcomes should the Modification not be made , or how the Code Objectives would not be met)

	In following the existing process, situations may arise where Letters of Credit would be drawn down for financially insignificant amounts. 


	Please return this form to Secretariat by e-mail to modifications@sem-o.com
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